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President Obama recently called for a new fiduciary standard for retirement plan advisors,

saying, “the rules governing retirement investments were written 40 years ago … I am calling

on the DOL to update the rules.” You might have missed this story — or at least assumed that

designing a fiduciary standard is the fraught work of policy makers. The reality, however, is

that this issue is deeply connected to how we make decisions on digital displays, which is of

crucial importance to investors, businesses, and policy makers.
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The details of the proposed new rules are sure to raise questions about things like fee

disclosures and conflicts of interest. Such a debate is unavoidable. But I also believe it will be

a distraction, preventing us from considering a far more urgent set of questions for retirement

plan advisors, consultants, and those tasked with evaluating benefit plans for their

businesses. Simply put, we need a fiduciary standard for the digital age, one that takes into

account the fact that people saving for retirement are increasingly making major financial

decisions on screens and smartphones.

If the job of a plan fiduciary is to act in the best interest of their plan participants, then

research suggests they need to understand how people think and choose in the online world.

In the twentieth century, being a fiduciary for employee benefit plans meant having a deep

knowledge and expertise of investing. Now, in the twenty-first century, these fiduciaries need

to add digital expertise to their skill set.

Let me explain with an experiment Professor Richard Thaler of the University of Chicago and I

conducted on Morningstar.com. The experiment itself was straightforward: we asked two

groups of Morningstar subscribers to allocate their retirement savings among eight different

funds. The first group was presented with a website that had four blank lines on it, although

there was a highlighted link if people wanted to select additional funds.
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The second group was shown the same exact site, except their version had eight available

lines.



This probably seems like a trivial design change. Nevertheless, Thaler and I found that the

precise number of lines on a website dramatically impacted the level of diversification of

Morningstar subscribers. While only 10% of people shown four lines selected more than four

funds, that number quadrupled among subjects given eight lines. This means that the level of

diversification was driven, in large part, by a seemingly minor website specification, almost

certainly chosen by someone with little investing expertise.

The same principle applies to the opening of a retirement account. While these sign-ups used

to be done with pen and paper, they are now typically done online, with people being asked

to visit a website and set up an account. In theory, it’s a more efficient process.
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However, there’s some evidence that the shift to screen enrollment can dramatically reduce

the number of plan participants. I recently conducted a pilot experiment with John Beshears

of Harvard and Katy Milkman and Yiwei Zhang of Wharton. After replicating a typical online

enrollment procedure, we found that about 40% of college-educated subjects admit they are

“not likely” to complete the process by themselves. Why not? One of the main impediments is

the creation of a username and password, as people struggle to fulfill the security

requirements. If we apply these findings to the real world, it suggests that many users will

give up after a few frustrations with a website. Their choice to not enroll is not really a choice,

then – it’s just a side effect of poor digital design.

How can we fix the digital problems around enrollment? One relevant solution comes from

the world of college loan applications, which are also unwieldy, complex, and intimidating. To

make this process easier, the U.S. government partnered with H&R Block to create software

capable of automatically filling in up to two-thirds of the application based on available

family tax returns. This simple intervention came with impressive results. After H&R Block

made the forms easier to complete, students were 40% more likely to submit a loan

application, 33% more likely to receive a needs-based scholarship, and 25% more likely to

attend college. That’s a huge improvement from a simple digital fix. I believe similar strategies

could dramatically increase the enrollment rate for retirement plans among employees by

suggesting, for example, secure passwords.

Technology can even impact how people feel about their investment returns. Professor Thaler

and I have found that giving people more feedback about their investments can trigger a

mental error known as myopic loss aversion. That’s a technical term for a very common

mistake, which occurs when investors make decisions based on short-term losses in their

portfolio, even when they should have a long-term investment plan for their retirement

funds. As Thaler and I demonstrated, this problem can be minimized if investors are shown

longer-term rates of return.
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In our digital world, people might look at their investment portfolio far more often, which

means they are getting more short-term investing feedback. Unfortunately, this habit could

actually lead to worse investment choices, especially in an age when we’ve got computers in

our pockets and screens with a stock market app (as in the Apple Watch) strapped to our

wrists. To help mitigate this problem, retirement plans should experiment with new default

information settings, perhaps offering people longer-term return data instead of monthly or

quarterly return data. (Consumers can still get the short-term feedback – it would just take a

few extra clicks.) Research by Maya Shaton at the University of Chicago shows that after the

Israeli government instituted a similar reform for all retirement funds in early 2010, the

improvement was immediate, with investors trading less and taking smarter risks with their

savings. Over time, this should lead to significantly more money in their accounts.

As President Obama said, our current fiduciary standard is woefully outdated. Given our

changing world – by 2020, nearly 80% of human beings will own a smartphone – it’s easy to

envision a situation in which fiduciaries would be required to consider and measure online

participant behavior as part of their duties. The evidence, after all, suggests that even minor

alterations – such as increasing the number of lines on a website, or changing the frequency of

account feedback – can have a large and lasting impact on our financial success.
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